
430

26 CFR Ch. I (4–1–03 Edition)§ 1.962–4

with his return for the taxable year to 
support such exclusion shall include: 

(i) The name, address, and taxable 
year of the foreign corporation from 
which a distribution of section 962 
earnings and profits is received and of 
all other corporations, partnerships, 
trusts, or estates in any applicable 
chain of ownership described in section 
958(a); 

(ii) The name and address of the per-
son from whom the stock interest was 
acquired; 

(iii) A description of the stock inter-
est acquired and its relation, if any, to 
a chain of ownership described in sec-
tion 958(a); 

(iv) The amount for which an exclu-
sion under paragraph (a) of this section 
is claimed; and 

(v) Evidence showing that the section 
962 earnings and profits for which an 
exclusion is claimed are attributable to 
amounts which were included in the 
gross income of a United States share-
holder under section 951(a) subject to 
an election under § 1.962–2, that such 
amounts were not previously excluded 
from the gross income of a United 
States person, and the identity of the 
United States shareholder including 
such amount. 
The acquiring person shall also furnish 
to the district director such other in-
formation as may be required by the 
district director in support of the ex-
clusion. 

(2) Taxes previously deemed paid by an 
individual United States shareholder. If a 
corporate successor in interest of an 
individual United States shareholder 
receives a distribution of section 962 
earnings and profits, the income, war 
profits, and excess profits taxes paid to 
any foreign country or to any posses-
sion of the United States in connection 
with such earnings and profits shall 
not be taken into account for purposes 
of section 902, to the extent such taxes 
were deemed paid by such individual 
United States shareholder under para-
graph (b)(2) of § 1.962–1 and section 
960(a)(1) for any prior taxable year. 

[T.D. 6858, 30 FR 13696, Oct. 28, 1965]

§ 1.962–4 Transitional rules for certain 
taxable years. 

(a) Extension of time for making or re-
voking election. Paragraphs (b) and (c) 

of this section provide additional rules 
with respect to making or revoking an 
election under section 962 which apply 
only to a taxable year of a United 
States shareholder for which the last 
day prescribed by law for filing his re-
turn (including any extensions of time 
under section 6081) occurs or occurred 
on or before January 31, 1966. 

(b) Manner of making election not pre-
viously made. If a United States share-
holder who has not previously made an 
election under section 962 for any tax-
able year referred to in paragraph (a) of 
this section desires to make such an 
election, he may do so by filing his re-
turn or an amended return for such 
taxable year together with a statement 
setting forth the information required 
under paragraph (b) of § 1.962–2. Such 
return or amended return and state-
ment shall be filed on or before Janu-
ary 31, 1966. 

(c) Revocation of election previously 
made. If a United States shareholder 
who has made an election under sec-
tion 962 on or before November 1, 1965, 
for any taxable year referred to in 
paragraph (a) of this section desires to 
revoke such election, he may do so by 
filing an amended return to which is 
attached a statement that the election 
previously made is revoked. Such 
amended return and statement shall be 
filed on or before January 31, 1966. 

[T.D. 6858, 30 FR 13698, Oct. 28, 1965]

§ 1.963–0 Repeal of section 963; effec-
tive dates. 

(a) Repeal of section 963. Except as 
provided in paragraphs (b) and (c) of 
this section, the provisions of section 
963 and §§ 1.963–1 through 1.963–7 are re-
pealed for taxable years of foreign cor-
porations beginning after December 31, 
1975, and for taxable years of United 
States shareholders (within the mean-
ing of section 951(b), within which or 
with which such taxable years of such 
foreign corporations end. 

(b) Transitional rules for chain or group 
election—(1) In general. If a United 
States shareholder (within the mean-
ing of section 951(b) makes either a 
chain election pursuant to § 1.963–1(e) 
or a group election pursuant to § 1.963–
1(f) for a taxable year of such share-
holder beginning after December 31, 
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1975, then a foreign corporation shall 
be includible in such election only if— 

(i) It has a taxable year beginning be-
fore January 1, 1976, which ends within 
such taxable year of the United States 
shareholder, and 

(ii) It is either— 
(A) A controlled foreign corporation 

or 
(B) A foreign corporation by reason 

of ownership of stock in which such 
shareholder indirectly owns (within the 
meaning of section 958(a)(2)) stock in a 
controlled foreign corporation to which 
this subparagraph applies. 

(2) Series rule. If any foreign corpora-
tion in a series of foreign corporations 
is excluded by subparagraph (i) of this 
paragraph from a chain or group elec-
tion of a United States shareholder for 
its taxable year, then any foreign cor-
poration in which the United States 
shareholder owns stock indirectly by 
reason of ownership of stock in such 
excluded corporation shall also be ex-
cluded from such election to the extent 
of such indirect ownership regardless of 
when its taxable year begins. 

(3) Illustration. The application of this 
paragraph may be illustrated by the 
following example:

Example. (a) M is a domestic corporation, 
A, B, D, and E are controlled foreign cor-
porations, and C is a foreign corporation 
other than a controlled foreign corporation. 
All five foreign corporations, each have only 
one class of stock outstanding. M owns di-
rectly all of the stock of A, which in turn 
owns directly all of the stock of B, which in 
turn owns directly 60 percent of the stock of 
D, which in turn owns directly all of the 
stock of E. M also owns directly 40 percent of 
the stock of C, which in turn owns directly 
the remaining 40 percent of the stock of D. M 
is a United States shareholder with respect 
to no other foreign corporation. M and B 
each use the calendar year as the taxable 
year. A, C, D, and E each use a fiscal year 
ending on November 30 as the taxable year. 
For calendar year 1976, M may make either a 
first-tier election with respect to A, a chain 
election with respect to C and D (to the ex-
tent of M’s indirect 16-percent stock interest 
in D by reason of its direct ownership of 40 
percent of the stock of C) or a group election 
with respect to A, C, D (to the extent of such 
16-percent stock interest) and E (to the ex-
tent of M’s indirect 16-percent stock interest 
in E). 

(b) M’s indirect 100 percent stock interest 
in B will be excluded from any chain or 
group election made by M for calendar year 

1976 since B is a controlled foreign corpora-
tion which does not have a taxable year be-
ginning before January 1, 1976, which ends 
within the taxable year of M beginning after 
December 31, 1975, for which M has made ei-
ther a chain or group election. 

(c) M’s indirect 60 percent stock interest 
through A and B in D and E will be excluded 
from any chain or group election made by M 
for calendar year 1976 since such 60 percent 
interests are indirectly owned by M by rea-
son of its indirect ownership of stock in B, 
which is a foreign corporation which does 
not have a taxable year beginning before 
January 1, 1976, which ends within the tax-
able year of M beginning after December 31, 
1975, for which M has made either a chain or 
group election. 

(d) If C used the calendar year as its tax-
able year and was therefore excluded from a 
chain election made with respect to it and D, 
then D would also be excluded from such an 
election, since D would then be a foreign cor-
poration in which M owns stock indirectly 
by reason of ownership of stock in C, which 
is excluded from such election.

(c) Deficiency distributions. The rules 
relating to deficiency distributions 
under section 963(e)(2) and § 1.963–6 
shall continue to apply to a taxable 
year beginning after the effective date 
of the repeal of section 963 in which it 
is determined that a deficiency dis-
tribution must be made for an earlier 
taxable year for which a United States 
shareholder made an election to secure 
the exclusion under section 963 but 
failed to receive a minimum distribu-
tion. 

(d) Special adjustments pursuant to sec-
tion 963 to be taken into account for tax-
able years subsequent to the repeal of sec-
tion 963. If a United States shareholder 
of a controlled foreign corporation 
elects to receive a minimum distribu-
tion under section 963 for a taxable 
year, section 963 and the regulations 
thereunder may require certain elec-
tions and adjustments to be made in 
subsequent taxable years. These elec-
tions and adjustments shall be taken 
into account for subsequent taxable 
years as if section 963 were still in ef-
fect and no election to receive a min-
imum distribution were made after the 
effective date of the repeal of section 
963. Examples of these elections and 
special adjustments include, but are 
not limited to, the election which may 
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be made pursuant to § 1.963–3(g)(2), re-
lating to the special extended distribu-
tion period, and the special adjust-
ments to be made pursuant to § 1.963–4, 
relating to the minimum overall tax 
burden test. 

[T.D. 7545, 43 FR 19652, May 8, 1978]

§ 1.963–1 Exclusion of subpart F in-
come upon receipt of minimum dis-
tribution. 

(a) In general—(1) Purpose of section 
963. Section 963 sets forth an exception 
to section 951(a)(1)(A)(i) by providing 
that a United States corporate share-
holder may exclude from its gross in-
come the subpart F income of a con-
trolled foreign corporation if for the 
taxable year such shareholder elects 
such exclusion and, where necessary, 
receives a distribution of the earnings 
and profits of such foreign corporation 
sufficient to bring the aggregate U.S. 
and foreign income taxes on the pretax 
earnings and profits of that corpora-
tion to a percentage level approaching 
the U.S. tax rate for such year on the 
income of a domestic corporation. The 
election to secure an exclusion under 
section 963 may be made with respect 
to a ‘‘single first-tier corporation’’ or a 
‘‘chain’’ or ‘‘group’’ of controlled for-
eign corporations. This section defines 
the terms ‘‘single first-tier corpora-
tions,’’ ‘‘chains,’’ ‘‘group,’’ and certain 
other terms and prescribes the manner 
in which such an election is to be 
made. Section 1.963–2 describes the 
manner in which the amount of the 
minimum distribution for any taxable 
year is to be determined. Section 1.963–
3 specifies the distributions counting 
toward a minimum distribution. Sec-
tion 1.963–4 sets forth the requirement 
with respect to a minimum distribu-
tion from a chain or group that the 
overall U.S. and foreign income tax 
must equal either 90 percent of the U.S. 
corporate tax rate applied against con-
solidated pretax and predistribution 
earnings and profits or, with the appli-
cation of the special rules set forth in 
that section, the total U.S. and foreign 
income taxes which would have been 
incurred in respect of a pro rata min-
imum distribution from the chain or 
group. Section 1.963–5 provides special 
rules for applying section 963 in certain 
cases in which the rate of foreign in-

come tax incurred by a foreign corpora-
tion varies with the amount of dis-
tributions it makes for the taxable 
year. Section 1.963–6 outlines the defi-
ciency distribution procedure that may 
be followed if for reasonable cause a 
U.S. corporate shareholder fails to re-
ceive a complete minimum distribution 
for a taxable year for which it elects 
the exclusion under section 963. Sec-
tion 1.963–7 provides transitional rules 
for the application of section 963 for 
certain taxable years of U.S. share-
holders ending on or before the 90th 
day after September 30, 1964. Section 
1.963–8 provides rules for the deter-
mination of the required minimum dis-
tribution during the period the 
§ surcharge imposed by section 51 is in 
effect. 

(2) Conditions for exclusion of subpart F 
income. To qualify for an exclusion 
under section 963 for any taxable year 
with respect to the subpart F income of 
a controlled foreign corporation, a cor-
porate United States shareholder 
must— 

(i) Elect such exclusion on or before 
the last day (including any extensions 
of time under section 6081) prescribed 
by law for filing its return of the tax 
imposed by chapter 1 of the Code for 
the taxable year; 

(ii) Receive, if and to the extent nec-
essary, distributions of the type de-
scribed in paragraph (a) of § 1.963–3 suf-
ficient in amount to constitute a min-
imum distribution; 

(iii) Incur, in the case of a chain or 
group election, income tax with respect 
to such minimum distribution suffi-
cient to satisfy the requirements of 
paragraph (a) of § 1.963–4, relating to 
the minimum overall tax burden; and 

(iv) Consent, on or before such last 
day for making the election, to the reg-
ulations under section 963 applicable to 
such taxable year and to any amend-
ments thereof duly prescribed before 
such last day. 

The making of the election under sec-
tion 963 by filing the return on or be-
fore such last day shall constitute the 
consent to the regulations under such 
section prescribed before such last day. 
For an extension of the time for receiv-
ing a minimum distribution and mak-
ing the consent for certain taxable 
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